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In May, President Julio Sanguinetti's administration launched an aggressive austerity drive to slash
the government's soaring fiscal deficit and cut the bottom out of inflation. The program which
includes an increase in taxes, a sharp reduction in government spending, and an overhaul of the
country's social security system has spurred strong opposition by the country's labor organizations,
which held a 24-hour national strike in June to protest the government's policies. According to a new
study by the economic section of the US Embassy in Montevideo, last year Uruguay's fiscal deficit
mushroomed to unprecedented levels. The total public deficit for 1994 was equivalent to 2.9% of
GDP, almost double the 1.5% of GDP registered in 1993. The overall fiscal deficit which includes the
combined deficits of the central government, nonfinancial state enterprises, the Central Bank (BCU),
and other government-controlled banks amounted to US$453.3 million in 1994, representing a 116%
increase compared with the US$209.5 million fiscal deficit reported in 1993.
The central government deficit accounted for the lion's share of the total fiscal deficit in 1994.
The budget shortfall reached US$338.8 million during the year, or 2.2% of GDP, according to the
Embassy study. In real terms, the 1994 central government deficit was twice the level reported
in 1993. Moreover, the deficit continued to grow at a rapid clip during the first quarter of 1995,
according to preliminary data from the BCU. In the first three months of this year, the budget
shortfall for the central government reached US$94.5 million, pushing the total fiscal deficit in the
first quarter to about 3.5% of GDP. The brisk rise in the deficit since last year is generally the result
of uncontrolled growth in state spending, coupled with sluggish increases in state revenue.
Government income grew by just 4.6% in 1994. In fact, income from taxes hardly increased at
all throughout the year, with only a modest 1.2% growth in earnings from consumption taxes.
Most of the rise in revenue came from other sources, particularly the transfer to the treasury of
more than US$100 million in net earnings of nonfinancial state enterprises. In contrast to income,
state expenditures increased by 9.9% during the year, or more than twice the rate of revenue.
Although capital investments did increase markedly, the major share of state spending went to pay
salaries and pensions through the social security system, which accounted for nearly 60% of total
expenditures in 1994. In fact, spending on salaries and social security increased by 12% in real terms
in 1994. Social security spending alone rose by 16%.
As a result, when President Sanguinetti's administration took office on March 1, the new
government immediately drew up plans for a major overhaul of the state budget. The new
government hopes to cut the deficit and lower inflation. During the first quarter of 1995, annualized
inflation edged up above 45%, more than a percentage point higher than the 44% annual inflation
rate reported in December 1994. The government austerity plan is broken into three stages: 1) an
immediate fiscal-adjustment package consisting mainly of increases in taxes on consumption and
wages and improvement of production competitiveness; 2) a medium-term program for reduction
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of expenditures through government downsizing; and 3) a long-term program to reform the social
security system.
The first phase of the plan took effect on May 1, after the government won legislative approval in
April for its tax reform proposals. The Chamber of Deputies approved the tax package on April 7,
and the Senate gave its final stamp of approval on April 25. Under the package, the government
increased the minimum and maximum rates that can be charged for the value added tax (impuesto
al valor agregado, IVA), thereby pushing the bottom level up from 12% to 14% and the ceiling level
from 22% to 23%. In addition, the IVA was extended to public services previously exempt from the
tax, such as electricity, water, and public transportation. Among other measures, the government
also raised personal income taxes on wages, and it substituted some taxes on industrial output
with the IVA to increase production, while at the same time reducing required social security
contributions by employers in targeted industries. Regarding the other two parts of the austerity
program, the government is presently preparing a five-year budget proposal.
The project, which will be submitted to the legislature before Aug. 31, will reportedly outline broad
measures to downsize government, such as cutting the public- sector work force, merging state
agencies and departments, contracting out tasks such as road maintenance to the private sector, and
undertaking limited privatizations. Finally, on June 5 the government submitted to the legislature a
sweeping proposal to reform the social security system. If approved, the proposal would transform
the present system which is wholly run by the state into a mixed public/private-sector retirement
financing scheme. It would also lower monthly pensions for newly retired workers by altering
accounting methods used to calculate payments, and it would raise the retirement age for full
pensions to 65 years for both men and women, compared with 60 years at present for men and 55
years for women (see NotiSur, 04/13/95).
Not surprisingly, the austerity program has spurred bitter opposition by the country's labor
organizations. In April, Uruguay's only labor confederation Plenario Intersindical de TrabajadoresConvencion Nacional de Trabajadores (PIT-CNT) held a four-hour work stoppage to protest the
government's tax reforms and the proposed changes to the social security system. The PIT-CNT
incorporates 83 trade unions and 17 labor federations, for a total of 320,000 members, or 25% of
the nation's 1.3 million economically active population. The confederation lobbied heavily in the
legislature in April to block the tax reforms, arguing that they represent an unfair tax burden on
workers and consumers, while lightening the burden on industry. Indeed, the government admits
that the measures will lead to a transfer of US$116 million in net annual resources from consumers
to industry, but officials defend the shift as necessary to improve industrial (especially exporter)
competitiveness.
Notwithstanding labor opposition, the measures were easily approved because the governing
Partido Colorado (PC) negotiated a coalition agreement in the bicameral legislature with the
conservative Partido Nacional (PN). The two parties together control 65 of the 99 seats in the
Chamber of Deputies and 21 seats in the 31-member Senate. After the tax reforms were approved,
the PIT-CNT warned that it would launch a prolonged campaign of work stoppages and street
demonstrations around the nation to force the government to soften the austerity program. In May,
however, despite the enactment of the new taxes, the PIT-CNT postponed its protest campaign
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because the government agreed to open negotiations with labor leaders over the social security
reform proposal before sending it to the legislature.
Tripartite talks among government, business, and labor representatives did take place throughout
May, but after the government decided to unilaterally submit its reform proposal to the legislature
in early June, the unions broke off the dialogue and reinitiated street protests. "The government
is responsible for the conflictive situation unfolding in the country," said Eduardo Fernandez,
PIT-CNT secretary general. "The government cut us off in the negotiations over social security
reforms by ignoring our input when writing its legislative proposal. The reforms will have a very
negative impact on workers, and the only choice we have left is to take aggressive action to force the
government to take our viewpoints into account." On June 15, the PIT-CNT held a 24-hour national
strike. According to independent news reports, the strike completely shut down the national
school system, most public and private offices, and the banking system. About 80% of the country's
industry also came to a halt, and transportation operated at less than 50% capacity.
The commerce sector was the only area where the unions were unable to muster widespread
support. The PIT-CNT is now threatening more strikes and street demonstrations for the coming
months, especially when the social security reform bill gathers momentum in the legislature. "The
strike in June was bigger than others that took place in the past," said Alberto Melgarejo. "The
government better start listening to the opinions of workers, because the protests are going to
grow larger and more frequent." [Sources: Notimex, 04/19/95, 06/10/95; Reuter, 04/30/95, 06/15/95;
Agence France-Presse, 03/25/95, 04/06/95, 04/08/95, 05/03/95, 05/10/95, 05/11/95, 05/18/95, 05/19/95,
05/23/95, 06/02/95, 06/14/95, 06/22/95; Financial Times, 04/07/95, 06/27/95; Uruguay Economic News,
US Embassy-International Market Insights (Montevideo), 04/10/95, 04/18/95, 05/12/95, 06/07/95,
06/08/95, 07/06/95]
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